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DEPARTMENT  OF  THE  TREASURY 

Office  of  the  Assistant  Secretary 
(Domestic  Finance) 

17  CFR  Parts  400,  402,  403,  404,  and 
450 

Implementing  Regulations  for  the 
Government  Securities  Act  of  1986 

agency:  Office  of  the  Assistant 
Secretary  (Domestic  Finance),  Treasury. 
action:  Final  rule. 

summary:  The  Department  of  the 
Treasury  (“Department”)  is  issuing  in 
final  form  clarifying  amendments  to  the 
regulations  issued  on  July  24, 1987  (52  FR 
27910)  under  the  Government  Securities 
Act  of  1986  (the  “Government  Securities 
Act"  or  “GSA”).  The  amendments  are 
being  adopted  to  resolve  some  technical 
problems  and  omissions  in  the  rule,  to 
make  conforming  changes,  and  to  clarify 
the  Department’s  intent  with  respect  to 
certain  provisions  that  have  raised 
questions.  The  changes  relate  to  the 
areas  of  the  regulations  dealing  with 
general  applicability,  financial 
responsibility,  protection  of  customer 
securities  and  balances,  recordkeeping 
and  custodial  holdings.  The  final  rule 
adopts  the  amendments  as  proposed  for 
comment  on  March  15, 1988.  (53  FR 
8598). 

EFFECTIVE  DATES:  August  1, 1988  for  the 
amendments  to  Parts  400,  402,  403.1, 
403.4,  403.7,  404  and  450;  September  1, 
1988  for  the  amendments  to  §  403.5 
except  that,  for  financial  institutions 
that  have  been  relying  on  an  exception 
contained  in  §  403.5  (d)  and  (f)(3)  as 
originally  adopted,  the  amendments  to 
that  section  are  not  effective  until 
December  1, 1988  as  the  amendments 
apply  to  requirements  for  obtaining 
written  agreements  with  existing 
customers  and  the  timing  requirements 
for  the  issuance  of  confirmations.  (The 
effective  dates  for  amendments  to 
§  §  403.5  (d)  and  (f)(3)  are  more  fully 
described  in  the  preamble  at  the  end  of 
the  section  addressing  the  applicability 
of  §  403.5(d).) 

FOR  FURTHER  INFORMATION  CONTACT: 

Anne  Meister  (Government  Securities 
Specialist),  Don  Hammond  (Government 
Securities  Specialist)  or  Clifford  Rones 
(Attorney-Advisor),  Bureau  of  the  Public 
Debt,  Room  209,  999  E  Street  NW., 
Washington,  DC  20239-0001,  (202)  376- 
4632. 

SUPPLEMENTARY  INFORMATION: 

I.  Background 

The  GSA  established,  for  the  first 
time,  a  federal  system  for  regulation  of 
all  government  securities  brokers  and 


dealers.  The  Secretary  of  the  Treasury 
(“Secretary")  is  required  by  section 
15C(b)  of  the  Securities  Exchange  Act  of 
1934,  as  amended  by  the  GSA  (15  U.S.C. 
780— 5(b)),  to  adopt  rules  and  regulations 
concerning  the  financial  responsibility, 
protection  of  investor  securities  and 
balances,  recordkeeping,  reporting  and 
audit  of  government  securities  brokers 
and  dealers.  The  rules  are  designed  to 
enhance  the  protection  of  investors  in 
government  securities  while  maintaining 
a  fair,  honest,  and  liquid  market  in  such 
securities.  Title  II  of  the  GSA  (31  U.S.C. 
3121(h);  9110)  also  requires  the  Secretary 
to  adopt  regulations  relating  to  the 
custody  of  government  securities  held 
by  depository  institutions.  Final 
regulations  in  response  to  this  mandate 
were  issued  by  the  Department  on  July 
24, 1987  (52  FR  27910). 

On  March  15, 1988  (53  FR  8598),  the 
Department  proposed  for  comment 
several  minor  technical  changes  to 
correct  or  clarify  various  parts  of  the 
regulations.  Additionally,  an 
amendment  to  §  403.5(d),  rescinding  an 
exception  contained  therein,  was 
proposed  to  clarify  the  Department’s 
intent  that  hold-in-custody  repurchase 
transactions  by  financial  institutions 
generally  be  subject  to  the  basic  rules  of 
this  section.  The  comment  period  closed 
on  April  27, 1988,  after  being  extended 
(53  FR  12428)  at  the  request  of  an 
association  representing  a  number  of 
banks. 

Twenty-eight  comment  letters  were 
received  in  response  to  the  proposed 
amendments,  all  of  which  focused 
primarily  on  the  §  403.5(d)  amendment. 
The  majority  of  the  commenters 
objected  to  the  proposed  amendment  on 
treatment  of  hold-in-custody  repurchase 
transactions.  The  comments  and  the 
Department’s  responses  are  described 
more  fully  below,  in  the  section-by¬ 
section  analysis.  After  consideration  of 
the  comments  and  consultation  with 
other  appropriate  regulatory  agencies, 
the  Department  has  decided  to  adopt  the 
amendments  as  proposed:  however,  as 
noted  in  the  Effective  Dates  section 
above  and  as  more  fully  described  in  the 
Analysis  Section  below,  the  Department 
has  agreed  to  provide  a  limited 
extension  of  time  for  financial 
institutions  that  had  been  relying  on  the 
exception  to  the  §  403.5(d)  requirements 
to  comply  with  certain  requirements  of 
§  403.5(d). 

II.  Section-by-Section  Analysis  of 
Proposed  Changes 

A.  Part  400 — Rules  of  General 
Application 

In  Part  400,  the  Department  proposed 
and  is  now  adopting  without  change 


certain  amendments  to  §  400.2,  which 
deals  with  the  filing  and  handling  of 
requests  for  exemption  or  interpretation 
and  the  submission  and  handling  of 
other  materials.  The  specific 
amendments  are  described  below.  The 
Department  received  only  one  specific 
comment  on  the  changes  in  this  part  and 
that  comment  was  supportive. 

Expediting  Release  of  Non-Confidential 
Material;  Treatment  of  Confidential 
Material 

The  Department  is  amending  portions 
of  §  400.2  relating  to  the  submission  of 
requests  for  interpretation,  exemption, 
and  classification  and  the  confidential 
treatment  of  such  requests.  The  revised 
rule  will:  (1)  Provide  for  expedited 
public  availability  of  written  responses 
to  requests  for  interpretation, 
exemption,  and  classification,  together 
with  the  incoming  request,  unless 
temporary  confidential  treatment  is 
granted,  and  (2)  clarify  the  procedure  for 
requesting  confidential  treatment  of 
sensitive  commercial  and  business 
information  submitted  to  the 
Department  in  connection  with  a  request 
for  interpretation,  exemption,  or 
classification. 

To  expedite  public  release  of  written 
responses  to  requests  for 
interpretations,  classifications  and 
exemptions,  together  with  the  incoming 
request,  a  routine  30-day  hold  on  such 
material  has  been  eliminated.  Under  the 
amended  rule,  the  Department  will  make 
such  requests  and  responses  available 
to  the  public  for  inspection  and  copying 
as  soon  as  practicable  after  the  response 
is  provided  to  the  requesting  party, 
unless  there  has  been  a  determination  to 
treat  the  response  and  incoming  request 
as  confidential.  In  accordance  with 
§  400.2(c)(7)(ii),  a  party  making  a  request 
for  interpretation,  exemption,  or 
classification  will  be  able  to  ask  that  the 
request  and  the  Department’s  response 
be  kept  confidential  for  a  maximum  of 
120  days.  It  should  be  noted  that  if, 
during  those  120  days,  the  Department 
receives  a  request  pursuant  to  the 
Freedom  of  Information  Act  (“FOIA”)  (5 
U.S.C.  552)  for  disclosure  of  material 
granted  temporary  confidential 
treatment  under  this  section,  the 
determination  to  treat  the  material  as 
confidential  will  be  reevaluated  in 
accordance  with  the  Department’s 
regulations  for  disclosure  of  information 
under  FOIA  (31  CFR  1.6). 

The  Department  also  recognizes  that 
there  are  situations  in  which  a  party 
may  submit  sensitive  commercial  or 
business  information,  in  support  of  a 
request  for  an  interpretation,  exemption, 
or  classification,  that  the  party  would 
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want  to  keep  confidential  for  a  period  of 
time  in  excess  of  the  120  days  allowed 
for  the  Department’s  response  and  the 
incoming  request.  Section  400.2(c)(3)(iv) 
has  been  amended  to  provide 
procedures  for  making  requests  for  such 
confidential  treatment  and  to  clarify  that 
the  Department's  regulations  published 
at  31  CFR  1.6  will  apply  to  such  requests 
for  confidentiality.  The  regulations  set 
out  in  31  CFR  Part  1  contain  the 
Department’s  procedures  under  FOIA 
and  were  amended  on  July  14. 1987  (52 
FR  26302,  26311)  to  include  a  provision 
at  31  CFR  1.6  whereby  the  Department 
will  notify  submitters  of  potentially 
sensitive  commercial  or  business 
information  if  the  information  submitted 
is  the  subject  of  a  FOIA  request  and  will 
give  the  submitter  of  such  information  a 
chance  to  demonstrate  why  the 
information  should  be  kept  confidential 
under  section  (b)(4)  of  FOIA  (5  U.S.C. 
552(b)(4)). 

B.  Part  402 — Financial  Responsibility 

In  Part  402,  the  Department  proposed 
and  is  now  adopting  without  change 
certain  amendments  to  §  402.2,  which 
states  the  capital  rule  of  registered 
government  securities  brokers  and 
dealers,  and  to  §  402.2a  (Appendix  A), 
which  provides  a  detailed  description  of 
the  calculation  of  the  market  risk  haircut 
required  by  §  402.2.  The  specific 
amendments  are  described  below.  No 
comments  were  received  on  the 
proposed  amendments  to  this  part. 

Securities  of  International  Organizations 

Subsequent  to  publication  of  the  final 
regulations,  the  Department  received 
questions  regarding  the  classification, 
for  purposes  of  the  computation  of  the 
capital  requirements  under  §  402.2,  of 
certain  securities  issued  by  international 
organizations,  such  as  the  International 
Bank  for  Reconstruction  and 
Development,  the  Inter-American 
Development  Bank,  the  African 
Development  Bank  and  the  Asian 
Development  Bank,  which  have  a 
statutory  exemption  from  the 
registration  requirements  of  the 
Securities  Act  of  1933  and  the  Securities 
Exchange  Act  of  1934.  (See,  e.g.,  22 
U.S.C.  286k-l(a).)  By  adding  a  new 
category  to  the  list  of  Treasury  market 
risk  instruments,  the  Department  is 
clarifying  the  classification  of  such 
securities  as  Treasury  market  risk 
instruments  pursuant  to  §  402.2(e)(1). 
Only  those  securities  issued  by  these 
international  organizations  whose 
changes  in  yield  are  closely  correlated 
with  changes  in  yield  of  comparable 
Treasury  securities,  including  STRIPS, 
would  be  included  as  Treasury  market 
risk  instruments.  Any  other  securities 


issued  by  these  entities  would  be 
included  in  the  Other  Securities  Haircut, 

§  402.2a(b).  Futures  and  forwards  on 
those  securities  of  international 
organizations  that  are  Treasury  market 
risk  instruments  would  also  be  included 
as  Treasury  market  risk  instruments. 

Credit  Volatility  Haircut 

Section  402.2(g)(l)(iv)  is  being 
amended  to  clarify  that  futures  and 
forwards  on  dollar-denominated  time 
deposits  that  mature  in  45  days  or  more 
and  whose  changes  in  yield  are  closely 
correlated  with  marketable  certificates 
of  deposit  of  no  more  than  one  year  to 
maturity  are  included  in  the  calculation 
of  the  credit  volatility  haircut. 

Changes  to  the  Calculations  and 
Instructions 

The  Department  is  adopting 
conforming  and  clarifying  revisions  to 
the  portions  of  §  402.2a  addressing  (1) 
the  calculation  of  the  market  risk  haircut 
and  (2)  the  instructions  to  the  schedules 
that  may  be  used  by  government 
securities  brokers  or  dealers  in  the 
calculation  of  the  total  haircuts  as 
required  by  Part  402.  Additionally,  the 
changes  include  the  correction  of  certain 
descriptions  in  §  402.2a,  paragraphs 
(a)(3)(i)(A),  (a)(3)(i)(A)(7),  (a)(3)(ii)(A) 
and  (a)(3)(ii)(A)(l).  The  corrections 
clarify  that  futures  and  forwards  that 
are  Treasury  market  risk  instruments 
should  be  included  in  the  calculations  of 
the  interim  haircuts  for  long  and  short 
futures  and  forward  positions. 

C.  Part  403 — Protection  of  Customer 
Securities  and  Balances 

In  Part  403,  the  Department  proposed 
and  is  now  adopting  without  change 
certain  amendments  to  the  following 
sections:  §  403.1,  which  deals  with  the 
application  of  the  part  to  registered 
brokers  and  dealers;  §  403.4(e),  which 
relates  to  the  provisions  for  hold-in¬ 
custody  repurchase  transactions 
effected  by  registered  government 
securities  brokers  and  dealers;  §  403.5 
(d)  and  (f)(3),  which  contain  provisions 
relating  to  financial  institutions' 
handling  of  hold-in-custody  repurchase 
transactions;  §  403.5(e),  which  addresses 
the  reserve  requirements  for  government 
securities  brokers  or  dealers  that  are 
branches  or  agencies  of  a  foreign  bank; 
and  §  403.7,  which  specifies  various 
effective  dates  for  this  part.  The  specific 
amendments  are  described  below. 
Comments  on  this  part  related  only  to 
the  changes  proposed  for  §  403.5  (d)  and 
(f)(3).  These  comments  and  the 
Department’s  responses  are  discussed 
under  the  related  heading  below;  the 
effective  dates  for  compliance  with 


§  403.5(d)  are  discussed  under  that  same 
heading. 

Conforming  Changes 

The  Department’s  final  rules  under  the 
Government  Securities  Act,  in  §  403.4, 
required  newly  registered  government 
securities  brokers  and  dealers  to  comply 
with  the  Securities  and  Exchange 
Commission's  (“SEC”  or  "Commission”) 
customer  protection  rule  (17  CFR 
240.15c3-3.  or  “Rule  15c3-3”),  with 
certain  modifications.  Compliance  by 
registered  brokers  and  dealers  with 
various  SEC  rules,  including  Rule  15c3-3 
as  modified,  was  deemed  to  constitute 
compliance  with  the  Treasury  rules  with 
respect  to  the  broker’s  or  dealer’s 
government  securities  activities.  (See 
§  403.1). 

At  the  time  of  adoption  of  the 
Department’s  final  rules,  the 
amendments  to  Rule  15c3-3  relating  to 
the  requirements  applicable  to  hold-in- 
custody  repurchase  transactions  had  not 
yet  been  adopted  by  the  Commission  in 
final  form.  Thus,  the  Treasury  rules,  in 
§  403.4(e),  contained  a  new  $  15c3- 
3(b)(4),  setting  out  the  requirements 
applicable  to  such  transactions.  Hie 
Commission  later  adopted  a  virtually 
identical  change  to  Rule  15c3-3,  which 
was  issued  as  a  final  rule  on  August  14, 
1987  (52  FR  30331)  and  became  effective 
on  January  31, 1988. 

Consequently,  the  Department  is  now 
amending  §  403.4  to  eliminate  the 
detailed  rule  language  pertaining  to 
hold-in-custody  repurchase  transactions 
because  these  provisions  are  now 
incorporated  in  the  Commission’s  rule 
that  the  Department  has  adopted.  Those 
minor  differences  that  exist  between  the 
Treasury  rule  on  hold-in-custody 
repurchase  transactions  and  the  rule 
adopted  by  the  Commission  have  been 
retained  in  §  403.4(e). 

Conforming  changes  relating  to  the 
amendment  or  Rule  15c3-3  are  also 
being  made  in  §§  403.1  and  403.7.  These 
amendments  do  not  in  any  way  change 
the  actual  requirements  for  treatment  of 
hold-in-custody  repurchase  transactions. 

Applicability  to  Financial  Institutions  of 
§  403.5(d)  and  Effective  Dates — 
Requirements  for  Hold-in-Custody 
Repurchase  Transactions 

Section  403.5(d)  contains  rules 
applicable  to  financial  institutions  that 
engage  in  hold-in-custody  repurchase 
transactions.  These  rules  essentially 
parallel  the  requirements  adopted  in 
§  §  403.1  and  403.4  for  non-financial 
institution  brokers  and  dealers.  All  of 
the  rules  provide  that  the  repurchase 
agreement  must  be  obtained  in  writing; 
specify  certain  disclosures  that  must  be 
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included  in  the  agreement;  require 
confirmation  of  the  specific  securities 
that  are  the  subject  of  a  hold-in-custody 
repurchase  transaction  by  the  end  of  the 
day  on  which  a  transaction  is  initiated 
and  on  any  day  on  which  substitution  of 
securities  occurs;  and  specify  possession 
or  control  requirements. 

Section  403.5(d),  as  it  appeared  in  the 
final  GSA  regulations,  differed  from 
§  403.4  in  one  respect.  It  contained  a 
provision  whereby  a  financial  institution 
was  exempt  from  the  provisions  of 
§  403.5(d)  if  it  did  not  retain  the  right  to 
substitute  securities  that  are  the  subject 
of  a  repurchase  transaction  and  it 
delivered  the  subject  securities  to  the 
separate  control  of  the  safekeeping 
department.  (For  this  purpose,  certain 
criteria  for  safekeeping  were  also  set  out 
in  §  403.5(f)(3).)  The  Department  had 
intended  that  the  safekeeping  exception 
have  limited  applicability,  and  that 
therefore  nearly  all  hold-in-custody 
repurchase  transactions  would  be 
subject  to  the  same  rules.  Because  it 
became  apparent  that  the  safekeeping 
exception  had  broader  potential 
applicability  than  was  originally 
intended,  the  Department  proposed  its 
rescission.  As  noted  in  the  preamble  to 
the  proposed  rule,  the  Department 
concluded  that  broader  use  of  the 
exception  to  avoid  the  requirements 
applicable  to  hold-in-custody 
repurchase  transactions  was  not 
consistent  with  the  mandate  of  the  GSA 
to  improve  investor  protection. 
Moreover,  it  did  not  appear  possible  to 
narrow  the  scope  of  the  exception  in  a 
way  that  would  sufficiently  limit  its 
applicability. 

All  of  the  twenty-eight  comment 
letters  received  addressed  the  proposed 
amendments  relating  to  the  rescission  of 
the  safekeeping  exception.  One 
commenter,  a  registered  broker-dealer, 
supported  the  amendment  on  the  basis 
that  all  investors  in  hold-in-custody 
repurchase  transactions  should  receive 
the  same  protections.  This  commenter 
emphasized  in  particular  the  importance 
of  the  confirmation  requirement  for 
investor  protection.  Twenty-seven 
commenters,  representing  financial 
institutions,  opposed  the  amendments 
for  varying  reasons.  Most  of  these 
commenters  expressed  the  view  that 
safekeeping  provided  sufficient 
protection  for  their  counterparties  and, 
more  specifically,  objected  to 
compliance  with  one  or  more  of  the 
requirements  for  hold-in-custody 
repurchase  transactions  to  which  they 
would  be  subject  if  the  exception  were 
eliminated. 

Four  commenters  objected  to  the 
proposed  amendment  specifically 


because  it  would  require  them  to  obtain 
executed  written  agreements  with  their 
counterparties  before  entering  into  hold- 
in-custody  repurchase  transactions.  Two 
of  these  commenters  felt  that  the 
requirement  would  place  financial 
institutions  at  a  competitive 
disadvantage  to  registered  broker- 
dealers  and  based  this  argument  on  an 
analogy  between  a  hold-in-custody 
repurchase  transaction  by  a  financial 
institution  and  a  repurchase  transaction 
by  a  broker-dealer  that  delivers  out  the 
securities  to  a  customer’s  account  at 
another  institution.  As  noted,  the 
regulations  do  not  require  a  written 
agreement  for  a  deliver-out  repurchase 
transaction.  Another  commenter 
mistakenly  believed  that  financial 
institutions  not  required  to  give  notice  of 
being  government  securities  dealers  are 
also  not  required  to  comply  with  the 
provisions  of  §  403.5(d)  for  hold-in¬ 
custody  repurchase  transactions;  on  this 
erroneous  assumption,  the  commenter 
stated  that  financial  institutions  that  are 
noticed  government  securities  dealers 
would  be  placed  at  a  competitive 
disadvantage  by  being  subject  to  the 
requirement  in  §  403.5(d)  to  obtain 
written  repurchase  agreements  with 
their  customers.  Finally,  one  commenter 
objected  to  requiring  a  written 
agreement  if  a  bank  does  not  retain  a 
right  of  substitution.  This  objection 
appeared  to  be  based  on  a  concern  that 
an  investor  would  have  a  difficult  time 
assessing  the  comparative  risks  between 
institutions  that  retain  a  right  of 
substitution  of  securities  and  those  that 
do  not,  if  all  financial  institutions  are 
required  to  obtain  written  agreements. 

Nineteen  commenters  opposed  the 
amendments  primarily  because  of  the 
impact  that  the  confirmation 
requirements  in  §  403.5(d)  would  have 
on  certain  cash  management  programs 
involving  what  are  commonly  referred 
to  as  sweep  repurchase  transactions.  In 
a  sweep  repurchase  transaction,  excess 
funds  are  swept  from  a  customer’s 
deposit  account  for  overnight 
investment  in  a  repurchase  transaction. 
Since  sweep  repurchase  transactions 
are  recurring  transactions,  generally 
giving  rise  to  a  new  repurchase 
transaction  daily,  the  provisions  of 
§  403.5(d)  would  require  the  issuance  of 
a  confirmation  each  day. 

These  commenters  generally  objected 
to  the  daily  confirmation  for  sweep 
repurchase  transactions  because  of  the 
associated  costs  and  a  belief  that  the 
daily  confirmations  would  not 
significantly  enhance  customer 
protection.  A  number  of  these 
commenters  expressed  the  view  that 
their  customers  would  prefer  to  rely 


solely  on  a  monthly  statement  detailing 
all  of  the  transactions  for  the  period. 

One  other  commenter,  focusing 
primarily  on  the  requirement  for 
confirmation  when  substitution  of 
securities  takes  place,  felt  that  the 
safekeeping  exception  should  be 
expanded,  so  that  a  financial  institution 
that  limits  substitution  to  maturing 
securities  would  not  be  required  to 
confirm  the  new  securities.  Finally,  one 
additional  commenter,  who  did  not 
object  to  the  general  requirement  to 
confirm  securities  in  a  repurchase 
transaction,  opposed  the  requirement  to 
place  the  market  value  of  the  securities 
on  the  confirmation. 

A  few  commenters  objected  to  the 
rescission  of  the  safekeeping  exception 
on  the  basis  that  compliance  generally 
with  the  requirements  of  §  403.5(d) 
would  be  unnecessarily  burdensome 
and  would  not  give  recognition  to  legal 
protections  afforded  by  the  safekeeping 
services  offered  by  financial  institutions. 
Finally,  one  commenter,  who  did  not 
object  to  the  requirements  of  §  403.5(d), 
indicated  that  it  was  important  to 
preserve  in  the  regulations  the  concept 
of  independent  safekeeping,  a  function 
that  the  commenter  asserted  is  offered 
by  only  a  few  financial  institutions. 

While  most  of  the  commenters 
generally  recommended  retaining  the 
safekeeping  exception,  a  number  of 
other  recommendations  were  also  made. 
One  commenter  concerned  with  the 
written  agreement  requirement  of 
§  403.5(d)  proposed  that  the  requirement 
be  amended  to  allow  execution  of  the 
written  agreement  within  10  days  after 
initiation  of  the  first  repurchase 
transaction  with  a  counterparty. 

Another  commenter  recommended 
limiting  the  use  of  the  safekeeping 
exception  by  requiring  that  securities 
maintained  through  an  account  at  a 
Federal  Reserve  Bank  be  transferred  to 
a  separate  account  at  the  Federal 
Reserve  that  would  be  under  the  control 
of  the  safekeeping  department.  This 
commenter  also  noted  that  this 
recommendation  would  probably  not  be 
practical  for  those  financial  institutions 
concerned  with  sweep  repurchase 
transactions. 

A  number  of  commenters  supported  a 
proposal  put  forth  previously  by  the 
Bank  Capital  Markets  Association 
(BCMA)  specifically  in  connection  with 
sweep  repurchase  transactions.  This 
proposal  was  premised  on  delivery  of 
the  securities  of  safekeeping,  obtaining  a 
written  repurchase  agreement,  issuance 
of  a  monthly  statement  to  the  customer 
that  contained  the  detailed  confirmation 
data  for  each  transaction,  and  a  request 
that  Treasury  interpret  that  the 
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confirmation  requirements  of  Part  450 
would  not  require  the  issuance  of  a 
separate  confirmation  for  each  sweep 
transaction.  The  BCMA  and  American 
Bankers  Association  also  recommended 
an  alternative  proposal,  if  Treasury 
ultimately  determined  to  rescind  the 
safekeeping  exception.  This  proposal, 
which  was  supported  by  several 
commenters  but  viewed  as  unworkable 
and  equally  costly  by  another 
commenter,  recommended  that 
§  403.5(d)  be  amended  to  provide  that, 
for  purposes  of  confirming  sweep 
transactions,  financial  institutions  be 
permitted  to  confirm  transactions  on  a 
daily  basis  by  electronic  transfer  of  the 
confirmation  data  to  an  unaffiliated 
third-party  custodian  with  whom  the 
bank  would  contract  to  serve  as  a 
depository  for  the  information.  Under 
this  scenario,  it  was  stated  that  the 
customer  would  have  the  option,  to  be 
exercised  affirmatively  in  the  written 
agreement,  to  receive  daily 
confirmations  directly  or  to  designate 
the  third-party  custodian  as  depository 
of  the  daily  information.  Additionally, 
the  customers  would  be  sent  a  monthly 
statement  that  would  include  the  details 
of  the  daily  sweep  activities  for  the 
month.  This  proposal  was  viewed  as 
satisfying  any  potential  need  to  identify 
a  customer’s  interests  in  specific 
securities  in  the  event  a  financial 
institution  is  placed  in  liquidation  and  a 
banking  regulator  is  unable  to  identify 
such  information  from  the  books  and 
records  of  the  bank. 

Two  of  the  commenters  expressed  the 
belief  that  permitting  financial 
institutions  to  issue  monthly 
confirmations  for  sweep  repurchase 
transactions  would  be  analogous  to  the 
provisions  of  SEC  Rule  10b-10  (b)  and 
(c)  (17  CFR  240.10b-10),  which  permit 
brokers-dealers  effecting  certain  types 
of  transactions,  for  example  purchases 
and  sales  of  certain  mutual  fund  shares, 
to  send  monthly  statements  to 
customers,  in  lieu  of  a  confirmation  for 
each  transaction.  One  commenter 
suggested  that  a  confirmation  be 
required  on  substitutions  only  when  the 
type  of  security  changed,  for  example, 
substitution  of  a  Treasury  security  with 
a  GNMA  security. 

Two  comments  were  received  in 
connection  with  the  Department’s 
proposal  to  make  the  amendments 
effective  30  days  after  publication  in 
final  form  in  the  Federal  Register.  One 
commenter  noted  generally  that  more 
time  would  be  needed  but  offered  no 
specific  alternative  proposal;  another 
commenter  suggested  that  120  days 
would  be  needed  to  permit  financial 
institutions  relying  on  the  safekeeping 


exception  to  make  necessary  changes  to 
comply  with  the  requirements  of 
§  403.5(d). 

The  Department  has  given  careful 
consideration  to  the  comment  letters. 
With  respect  to  all  the  comments  on  the 
requirements  applicable  to  hold-in- 
custody  repurchase  transactions  in 
general,  it  should  be  noted  that  the 
Department  considered  at  length  in  the 
promulgation  of  the  GSA  regulations 
whether  these  requirements  are 
appropriate  measures  for  customer 
protection  before  finally  adopting  them. 
However,  to  the  extent  that  these  issues 
were  raised  again  in  the  context  of  the 
proposed  rescission  of  the  safekeeping 
exception,  the  Department  has  reviewed 
these  requirements  in  terms  of  the 
specific  comments  submitted,  as 
discussed  below. 

On  the  issue  of  written  agreements, 
the  Department  views  the  written 
repurchase  agreement  as  a  sound 
business  practice  for  any  type  of 
repurchase  transaction  and  as  a 
fundamental  tool  for  strengthening 
customer  protection,  particularly  for 
hold-in-custody  repurchase  transactions. 
The  Department  notes  that  there 
continues  to  be  legal  uncertainties 
surrounding  the  characterization  of 
repurchase  transactions  and  that 
problems  that  have  arisen  in  connection 
with  repurchase  transactions  have  more 
frequently  involved  hold-in-custody  type 
of  repurchase  transactions.  Hold-in¬ 
custody  repurchase  transactions,  by 
their  nature,  contain  an  element  of 
additional  risk  for  the  investor,  in  that 
the  investor’s  counterparty  is  serving 
simultaneously  throughout  the 
transaction  not  only  as  principal  in  the 
transaction,  but  also  as  the  investor’s 
custodial  agent.  The  Department 
believes  that  a  written  agreement,  with 
appropriate  disclosures,  is  important  to 
advise  the  investor  of  risks  that  may  be 
associated  with  these  transactions,  to 
clarify  the  intended  nature  of  the 
transactions  undertaken  between  the 
counterparties,  and  to  document  the 
obligations  agreed  to  by  each 
counterparty. 

Given  the  somewhat  unique  nature  of 
these  hold-in-custody  repurchase 
transactions,  the  specific  legislative 
concern  with  them  when  the  GSA  was 
enacted,  and  the  benefits  to  be  derived 
from  written  agreements  covering  these 
transactions,  the  Department  has 
decided  to  rescind  the  safekeeping 
exception  in  §  403.5(d)  and,  by  this 
amendment,  clearly  establish  a  uniform 
requirement  for  the  execution  of  a 
written  repurchase  agreement  as  a 
condition  for  engaging  in  hold-in¬ 
custody  repurchase  transactions  with 


customers.  It  is  noted  that  the  majority 
of  those  commenting  on  the  March  15 
proposed  amendments,  as  well  as  those 
commenting  on  the  GSA  regulations  as 
they  were  being  developed,  either  did 
not  object  to  or  specifically  endorsed  the 
requirement  for  a  written  agreement. 

The  Department  does  not  agree  with 
the  suggestions  of  some  of  the 
commenters  that,  because  a  financial 
institution  may  have  an  existing  custody 
relationship  with  a  customer,  this 
relationship  negates  the  need  for 
establishing  in  writing  the  terms  and 
conditions  of  hold-in-custody 
repurchase  transactions  with  that 
customer.  The  Department  also  does  not 
agree  that  the  establishment  of  a 
uniform  requirement  for  written 
agreements  provides  an  advantage  to 
registered  broker-dealers  or  to  financial 
institutions  that  are  not  required  to  give 
notice  of  being  government  securities 
dealers,  since  all  of  these  entities  are 
subject  to  the  same  requirements  for 
hold-in-custody  repurchase  transactions. 
Finally,  in  response  to  the  comment  that 
investors  will  not  be  able  to  assess  the 
relative  risks  of  certain  repurchase 
agreements  if  all  financial  institutions 
are  required  to  obtain  a  written 
agreement,  whether  or  not  the 
institutions  retain  the  right  of 
substitution,  the  Department  believes 
that  this  comment  is  based  on  an 
erroneous  assumption  that  a  financial 
institution  that  does  not  seek  to  obtain  a 
right  of  substitution  nevertheless  must 
include  the  disclosure  language 
regarding  substitutions  in  its  written 
agreement. 

With  respect  to  confirmation 
requirements,  the  Department  has 
concluded,  after  consideration  of  the 
comments,  that  all  hold-in-custody 
repurchase  transactions  should  be 
subject  to  the  same  confirmation 
requirements,  those  that  are  set  out  in  * 
§  403.5(d)  or  the  parallel  requirements 
adopted  in  §§  403.1  and  403.4.  The 
Department  believes,  as  a  general 
principle,  that  securities  transactions 
should  be  confirmed  promptly  and  has 
decided  that  such  treatment  is 
particularly  appropriate  for  hold-in¬ 
custody  repurchase  transactions,  even 
when  the  subject  securities  are 
delivered  to  a  separate  safekeeping 
department  within  the  financial 
institution.  The  Department  also  does 
not  believe  that  the  frequency  or  short 
duration  of  certain  repurchase 
transactions  obviates  the  benefits  to  a 
counterparty  of  receiving  prompt 
confirmation  of  each  such  transaction. 

In  this  context,  it  is  noted  that  Article  8 
of  the  Uniform  Commercial  Code 
assigns  significant  value  to  a 
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confirmation  in  establishing  a 
customer’s  interest  in  securities.  As 
discussed  above,  the  entity  acting  as 
counterparty  to  an  investor  in  a  hold-in¬ 
custody  repurchase  transaction  is  also 
acting  as  custodial  agent,  with 
responsibility  for  evidencing  the 
customer’s  interests  in  the  specific 
securities  that  are  the  subject  of  the 
transaction.  The  Department  believes 
that  the  prompt  issuance  of 
confirmations,  which  should  be  a  by¬ 
product  of  the  process  for  recording  an 
investor’s  interests  in  particular 
securities,  serves  to  reinforce  the 
obligation  of  the  custodian/counterparty 
to  record  such  interests  promptly  and 
completely. 

Apart  from  the  legal  ramifications, 
prompt  confirmation  also  benefits  the 
customer  significantly  by  providing 
information  with  which  to  act  or  react 
knowledgeably  and  promptly  in  current 
and  future  transactions  with  a  given 
counterparty.  Until  confirmation  is 
received,  a  counterparty  may  have  no 
knowledge  of  the  specific  securities  that 
are  the  subject  of  the  repurchase 
transaction.  This  information  is 
important  not  only  from  the  standpoint 
of  a  customer’s  ability  to  identify 
securities  should  the  customer  need  to 
initiate  a  claim;  prompt  confirmation 
also  enables  the  customer  to  monitor  the 
sufficiency  and  appropriateness  of  the 
securities  provided  by  the  counterparty. 
While  not  all  customers  may  utilize  this 
information  fully  or  on  a  timely  basis, 
the  Department  believes  that  investors 
should  be  encouraged  to  do  so  and,  in 
support  of  that  goal,  should  be  provided 
with  the  necessary  tools. 

With  respect  to  an  alternative 
proposed  by  several  commenters, 
whereby  daily  confirmation  data  would 
be  routinely  sent  to  a  third-party 
depository  selected  by  the  counterparty- 
financial  institution,  the  Department 
believes  that  approval  of  such  an 
arrangement,  as  an  alternative  to 
immediate  confirmation,  would  convey 
an  inappropriate  message  to  investors 
that  this  arrangement  is  a  satisfactory 
substitute  for  continual  and  careful 
monitoring  of  investors’  hold-in-custody 
repurchase  transactions.  The 
Department  also  does  not  view  this 
alternative  as  satisfying  all  of  the 
customer  protection  purposes  for  which 
the  confirmation  requirement  is 
intended,  even  though  the  proposed 
arrangement  also  contemplates  sending 
a  detailed  monthly  statement  to  the 
investor.  As  noted  above,  an  important 
aspect  of  the  confirmation  is  to  provide 
investors  with  sufficient  information  to 
be  able  to  act  knowledgeably  and 
promptly  with  respect  to  their 


transactions.  It  cannot  reasonably  be 
expected  that,  in  the  proposal  described, 
the  third  party  recipient  of  the 
confirmation  data  would  have  any 
knowledge  of  a  particular  transaction  or 
the  terms  of  the  underlying  agreement. 

In  fact,  the  third-party  recipient  would 
not  even  know  whether  it  was  due  to 
receive  confirmation  data  on  a 
particular  day  for  a  particular  customer, 
in  order  to  verify  independently  that  it 
had  in  fact  received  all  appropriate 
data.  The  Department  notes  that  such  an 
arrangement  is  markedly  different  from 
what  is  normally  referred  to  as  a  tri¬ 
party  repurchase  agreement,  in  which  an 
independent  institution  agrees  to  serve 
as  agent  for  the  two  counterparties  to 
the  transaction,  in  which  the  agent  is 
involved  in  effecting  the  transfer  of 
funds  and  securities  between  the  two 
counterparties  and  assumes  certain 
responsibilities  with  respect  to 
safeguarding  the  interests  of  both 
counterparties. 

The  Department  recognizes  that 
meeting  the  confirmation  requirements 
of  §  403.5(d)  may  entail  additional  costs 
for  some  institutions  but  also  believes 
that  some  cost  increase  is  a  necessary 
and  expected  outcome  of  the  legislative 
requirements  to  establish  regulations  for 
government  securities  transactions  and, 
in  particular,  for  repurchase 
transactions.  The  data  received  by  the 
Department  on  confirmation  costs  was 
inconclusive.  Only  three  financial 
institutions  provided  estimated  annual 
costs  in  connection  with  issuing 
confirmations  for  sweep  repurchase 
transactions  and  these  estimates  varied 
widely  for  similar  volumes  of 
transactions.  Based  on  conversations 
with  a  number  of  financial  institutions 
that  offer  sweep  repurchase  programs, 
the  Department  is  aware  that  some 
financial  institutions  are  currently 
confirming  such  transactions  daily. 

Also,  as  noted  by  one  of  the 
commenters,  broker-dealers  that  are  not 
financial  institutions  have  developed 
workable  systems  to  comply  with  the 
confirmation  requirements  for  short¬ 
term  repurchase  transactions. 

The  Department  does  not  agree  with 
the  point  raised  by  two  commenters  that 
sweep  repurchase  transactions  are 
analogous  to  certain  mutual  fund 
transactions  and  that  monthly 
confirmations  should  be  permitted  for 
sweep  transactions,  since  similar 
treatment  is  permitted,  under  SEC  Rule 
10b-10  for  those  mutual  fund 
transactions.  The  exceptions  provided  in 
the  SEC  rule  are  limited  to  certain  types 
of  transactions  in  which  the  broker- 
dealer  is  acting  solely  as  agent  for  its 
customer,  rather  than  in  the  dual 


capacity  involved  in  hold-in-custody 
repurchase  transactions,  and  in  cases 
where  the  broker  generally  does  not 
have  custody  of  the  securities. 
Additionally,  the  mutual  funds  referred 
to  are  subject  to  a  separate  and 
extensive  regulatory  scheme,  under  the 
Investment  Company  Act  of  1940,  that 
addresses  the  operations  of  such 
companies  and  the  protection  of 
customer  investments  in  such  funds. 

The  Department  has  previously 
addressed  at  considerable  length  in  the 
preambles  to  the  temporary  and  final 
GSA  rules  (52  FR  19642,  May  26, 1967;  52 
FR  27910,  July  24, 1987)  why  it  believes 
that  confirmations  should  describe  the 
specific  securities  that  are  the  subject  of 
repurchase  transactions.  For  those 
reasons,  the  Department  does  not 
believe  it  is  appropriate  to  adopt  various 
suggestions  by  three  commenters  that 
(1)  confirmations  be  required  only  when 
the  general  type  of  security  changes 
upon  substitution;  (2)  that  confirmation 
not  be  required  when  substitution 
occurs  only  as  a  result  of  securities 
maturing;  and  (3)  that  the  market  value 
not  be  required  on  confirmations. 

With  regard  to  the  comments  that,  by 
eliminating  the  safekeeping  exception, 
the  regulations  do  not  give  appropriate 
recognition  to  the  merits  of  safekeeping 
by  a  financial  institution,  the 
Department  believes,  as  stated  above, 
that  the  unique  characteristics  of  a  hold- 
in-custody  repurchase  transaction,  in 
which  a  financial  institution  is  acting 
simultaneously  throughout  the 
transaction  in  the  dual  and  potentially 
conflicting  capacities  of  both  principal 
and  agent,  warrant  compliance  with  the 
requirements  for  hold-in-custody 
repurchase  transactions,  in  addition  to 
compliance  with  the  requirements  of 
Part  450.  The  provisions  of  Part  450  have 
as  their  basis,  elements  that  are  inherent 
to  duties  of  a  safekeeping  or  custodial 
agent:  that  the  financial  institution  hold 
the  securities  separate  from  the 
institution’s  own  securities;  keep  the 
customers’  securities  free  from  lien, 
charge  or  claim  of  third  parties;  and 
clearly  record  the  customers’  interests  in 
the  specific  securities.  It  is  noted  that 
these  same  obligations  are  part  of  the 
possession  or  control  requirements 
placed  on  broker-dealers  that  are  not 
financial  institutions. 

For  all  of  the  reasons  stated  above, 
the  Department  has  decided  to  adopt  the 
amendments,  as  proposed,  to  rescind  the 
safekeeping  exception  and  subject  all 
hold-in-custody  repurchase  transactions 
conducted  by  any  financial  institution 
with  a  customer  to  the  requirements 
contained  in  5  403.5(d).  In  recognition 
that  a  number  of  financial  institutions. 
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in  reliance  on  the  safekeeping  exception, 
are  not  issuing  confirmations  in 
accordance  with  the  timeframes 
prescribed  in  §  403.5(d)(l)(ii),  the 
Department  is  providing  until  December 
1, 1988  for  such  financial  institutions  to 
comply  fully  with  these  timing 
requirements,  provided  that  the 
institution  is,  in  the  interim,  issuing 
confirmation  of  the  specific  securities 
associated  with  each  transaction  no  less 
frequently  than  monthly.  For  those 
financial  institutions  that  have  not  been 
obtaining  written  repurchase 
agreements  in  reliance  on  the 
safekeeping  exception,  the  Department 
is  providing  until  September  1, 1988  to 
comply  with  the  written  agreement 
requirements  in  §  403.5(d)(1)  for 
transactions  entered  into  on  or  after  that 
date,  unless  the  transaction  is  with  an 
existing  customer.  For  transactions  with 
existing  customers  (one  with  whom  the 
financial  institution  has  engaged  in  a 
repurchase  transaction  on  or  after 
September  1, 1987  and  before  September 
1, 1988),  these  financial  institutions  have 
until  December  1, 1988  to  comply  with 
the  written  agreement  requirements. 
Financial  institutions  that  are  currently 
complying  with  any  or  all  of  the 
requirements  of  §  403.5(d),  as  amended, 
must  continue  to  do  so. 

Foreign  Branches  and  Agencies — 
Reserve  Requirements 

Section  403.5(e)  of  the  regulations 
provides  that  a  government  securities 
broker  or  dealer  that  is  a  branch  or 
agency  of  a  foreign  bank  is  subject  to  a 
modified  version  of  the  reserve 
requirement  applicable  to  non-bank 
brokers  and  dealers.  A  foreign  branch  or 
agency  subject  to  the  rule  must  keep  on 
deposit  with  a  bank  (as  that  term  is 
defined  in  12  U.S.C.  1813(h))  an  amount 
computed  in  accordance  with  the 
modified  version  of  the  reserve  formula. 
As  stated  in  the  preamble  to  the 
temporary  regulations  (52  FR  19648,  May 
26, 1987),  this  requirement  was  meant  to 
provide  a  degree  of  assurance  to 
securities  customers  to  whom  the 
foreign  branch  or  agency  owes  money, 
by  requiring  that  such  funds  be 
available  in  the  United  States  in  the 
event  of  a  failure.  Inadvertently,  the 
final  regulations  did  not  include 
instructions  concerning  the  timing  and 
frequency  of  the  computation  of  the 
amount  of  the  deposit,  the  timing  of  the 
deposit,  and  recordkeeping  on  the 
computations. 

To  correct  this  omission,  the 
Department  is  now  amending  §  403.5(e) 
by  adding  new  paragraphs  (e)(5)  and 
(e)(6).  Paragraph  (e)(5)  requires  that  the 
computation  be  made  weekly  as  of  the 
close  of  the  last  business  day  of  the 


week  and  that  the  deposit  so  computed 
by  made  no  later  than  one  hour  after  the 
opening  of  banking  business  on  the 
second  following  business  day. 

Paragraph  (e)(6)  requires  that  the  foreign 
branch  and  agency  made  and  maintain  a 
record  of  each  computation  and  that 
these  records  be  preserved  for  three 
years,  the  first  two  years  of  which  the 
records  must  be  maintained  in  an  easily 
accessible  place. 

Effective  Dates — Technical 
Amendments 

Section  403.7  contains  effective  dates 
for  various  provisions  of  Part  403.  In 
§  403.7(b),  (c),  (d)  and  (e),  references  to 
§  403.4(e)  have  been  changed  to  refer 
more  generally  to  §  403.4  to  conform  to 
the  modifications  to  §  403.4(e)  discussed 
above.  Additionally,  the  introductory 
language  in  paragraphs  (d)(1)  and  (d)(2) 
has  been  modified  to  make  clear  that  the 
interim  disclosures  addressed  in 
§  403.7(d)  were  to  be  used  on  a  one-time 
basis  only  until  such  time  as  the  original 
requirement  for  obtaining  a  written 
agreement,  with  the  disclosures  required 
under  §§  403.4  or  403.5(d),  became 
effective.  With  the  requirement  for  a 
written  agreement  in  effect,  hold-in¬ 
custody  repurchase  transactions  may 
not  be  entered  into  with  a  counterparty 
until  such  written  agreement  is  obtained 
from  the  counterparty. 

The  effective  dates  for  the  rescission 
of  the  safekeeping  exception  from 
§  403.5  were  addressed  separately  in  the 
“Effective  Dates”  section  at  the  front  of 
this  document  and  in  the  preamble 
discussion  of  §  403.5  and  are  not  being 
reflected  again  as  amendments  to 
§  403.7. 

D.  Part  404 — Recordkeeping  and  Record 
Preservation 

In  Part  404,  two  minor  corrections  are 
being  made  in  §  404.4,  which  contains 
recordkeeping  requirements  for 
government  securities  brokers  and 
dealers  that  are  financial  institutions. 

No  comments  were  received  on  these 
changes.  The  changes  involved  are  as 
follows:  in  §  404.4(a)(2),  a  reference  to 
§  450.4  (c),  (d)(3)  and  (f)  is  being 
corrected  to  refer  to  §  450.4  (c),  (d)  and 
(f);  in  §  404.4(a)(3),  a  reference  to  a 
physical  count  of  securities  is  being 
modified  to  delete  the  word  “physical”, 
as  the  count  includes  book-entry 
securities  as  well. 

E.  Part  450 — Custodial  Holdings  of 
Government  Securities  by  Depository 
Institutions 

In  Part  450,  the  Department  proposed 
and  is  now  adopting  without  change  an 
amendment  to  §  450.1(b)  to  clarify  that 


the  procedure  described  for  requesting 
and  giving  interpretations  of  the 
regulations  described  in  §  400.2  is  also 
applicable  to  interpretations  of  Part  450. 
No  comments  were  received  on  this 
amendment. 

III.  Special  Analyses 

In  the  preamble  to  the  proposed 
regulation,  the  Department  concluded 
that  these  amendments  did  not 
constitute  a  major  regulation  under  the 
criteria  stated  in  Executive  Order  12291. 
The  Departmant  also  certified  that  these 
amendments  would  not  have  a 
significant  economic  impact  on  a 
substantial  number  of  small  entities. 
Accordingly,  the  Department  concluded 
that  neither  a  regulatory  impact  analysis 
nor  a  regulatory  flexibility  analysis  was 
required.  After  consideration  of  the 
comments  on  the  proposed  rule,  the 
Department  does  not  believe  that  there 
exists  any  reason  to  alter  either  its 
conclusion  that  the  amendments  to  the 
regulations  do  not  constitute  a  major 
rule  under  Executive  Order  12291  or  its 
certification  that  the  amendments  to  the 
regulations  will  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities. 

The  collection  of  the  information 
requirement  contained  in  §  403.5(e)  of 
this  final  regulation  has  been  reviewed 
and  approved  by  the  Office  of 
Management  and  Budget  in  accordance 
with  the  requirements  of  the  Paperwork 
Reduction  Act  (44  U.S.C.  3504(h))  under 
control  number  1505-0108.  The 
estimated  annual  burden  associated 
with  the  collection  of  information  in 
§  403.5(e)  is  250  hours  per  recordkeeper. 
Comments  concerning  the  accuracy  of 
this  burden  estimate  and  suggestions  for 
reducing  this  burden  should  be  directed 
to  the  Bureau  of  the  Public  Debt, 
Government  Securities  Regulations 
Staff,  Room  209,  999  E  Street,  NW., 
Washington,  DC  20239-0001  and  to  the 
Office  of  Information  and  Regulatory 
Affairs,  Office  of  Management  and 
Budget,  Washington,  DC  20503, 
Attention:  Desk  Officer  for  Department 
of  the  Treasury. 

Because  the  amendments  to  Parts  402, 
403.1,  403.4,  403.7,  404  and  450  are 
technical,  non-substantive  amendments 
designed  to  clarify  the  regulations  as 
originally  adopted  and  the  amendment 
to  Part  400  will  provide  for  earlier  public 
availability  of  certain  information,  the 
Department  finds  that  good  cause  exists, 
with  respect  to  these  amendments,  to 
dispense  with  the  delayed  effective  date 
provision  in  5  U.S.C.  553(d). 
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List  of  Subjects 

17  CFR  Part  400 

Administrative  practice  and 
procedure,  Banks,  banking,  Brokers, 
Government  securities,  Reporting  and 
recordkeeping  requirements. 

17  CFR  Part  402 
Brokers,  Government  securities. 

17  CFR  Pari  403 

Banks,  banking.  Brokers,  Government 
securities. 

17  CFR  Part  404 

Banks,  banking.  Brokers,  Government 
securities.  Reporting  and  recordkeeping 
requirements. 

17  CFR  Part  450 

Banks,  banking,  Government 
securities,  Reporting  and  recordkeeping 
requirements. 

For  the  reasons  set  out  m  the 
Preamble,  the  Department  is  amending 
17  CFR  Parts  400,  402,  403,  404,  and  450 
as  follows: 

PART  400— RULES  OF  GENERAL 
APPLICATION 

1.  The  authority  citation  for  Part  400 
continues  to  read  as  follows: 

Authority:  Sec.  101,  Pub.  L.  99-571, 100  Stat. 
3209  (IS  U.S.C.  78o-5}. 

2.  Section  400-2  is  amended  by 
revising  paragraphs  (cKl)  and  (c)(3)(iv); 
by  redesignating  (c)(3)(v)  as  (c)(3)(vi) 
and  revising  it;  by  adding  a  new 
(c)(3).(v);  and  by  revising  paragraph 
(c)(7)  to  read  as  follows: 

§  400.2  Office  responsible  for  regulations; 
filing  of  requests  for  exemptions,  for 
interpretations  and  of  other  materials. 

***** 

(c)  *  *  * 

(1)  Interpretations  under  this  chapter 
may  be  provided,  at  the  discretion  of  the 
Department,  to  firms  or  individuals 
actually  or  potentially  affected  by  the 
Act  or  regulations,  or  to  their 
representatives. 


(iv)  In  addition  to  requests  for 
confidential  treatment  under  paragraph 
(c)(7)(ii)  of  this  section,  a  person  may 
request  confidential  treatment  of 
information  that  is  submitted  as  part  of, 
or  in  support  of,  a  request  for 
interpretation,  exemption,  or 
classification.  A  separate  request  for 
confidential  treatment  and  the  basis  for 
such  request  shall  be  submitted  at  the 
time  the  information  for  which 
confidential  treatment  is  requested  is 


submitted.  The  request  for  confidential 
treatment  must  specifically  identify  the 
information  for  which  such  confidential 
treatment  is  requested.  To  the  extent 
practicable,  the  information  should  be 
segregated  from  information  for  which 
confidential  treatment  is  not  requested 
and  should  be  clearly  marked  as 
confidential. 

(v)  Information  designated  as 
confidential  in  accordance  with 
paragraph  (c)(3)(iv)  of  this  section  shall 
not  be  disclosed  to  a  person  requesting 
such  information  other  than  in 
accordance  with  the  procedures  outlined 
in  the  Department’s  regulations 
published  at  31  CFR  1.6. 

(vi)  An  original  and  two  copies  of 
each  request  letter  shall  be  submitted  to 
the  Office  of  the  Commissioner,  Bureau 
of  the  Public  Debt  Room  553,  999  E 
Street  NW.,  Washington.  DC  20239-0001. 
The  envelope  shall  be  marked 
“Government  Securities  Act  Request." 
The  letter  shall  indicate  in  the  upper 
ri^it  hand  corner  of  the  first  page  the 
particular  sections  of  the  Act  and  of  the 
regulations  at  issue. 
***** 

(7)(i)  Except  as  provided  in 
paragraphs  (c)(3)(iv)  and  (c)(7)(ii)  of  this 
section,  every  letter  or  other  written 
communication  requesting  the 
Department  to  provide  interpretive  legal 
advice  under  the  Act  or  to  grant,  deny  or 
modify  an  exemption,  classification  or 
modification  of  the  regulations,  together 
with  any  written  response  thereto,  shall 
be  made  available  for  inspection  and 
copying  as  soon  as  practicable  after  the 
response  has  been  sent  or  given  to  the 
person  requesting  it.  These  documents 
will  be  made  available  at  the  following 
location:  Treasury  Department  Library, 
Room  5030,  Main  Treasury  Building, 

1500  Pennsylvania  Avenue  NW„ 
Washington,  DC  20220. 

(ii)  Any  person  submitting  a  letter  or 
communication  may  also  simultaneously 
submit  a  request  that  the  letter  or 
communication  and  the  Department’s 
response  be  accorded  confidential 
treatment  for  a  specified  period  of  time 
not  to  exceed  120  days  from  the  date  the 
response  has  been  made  or  gpven  to 
such  person.  The  request  shall  state  the 
basis  upon  which  the  request  for 
confidential  treatment  has  been  made.  If 
the  Department  determines  that  the 
request  for  confidential  treatment 
should  be  denied,  the  requester  will  be 
given  30  days  to  withdraw  either  the 
request  for  confidential  treatment  or  the 
letter  or  communication  requesting  an 
interpretation,  classification,  or 
exemption. 

***** 


PART  402— FINANCIAL 
RESPONSIBILITY 

3.  The  authority  citation  for  Part  402 
continues  to  read  as  follows: 

Authority:  Section  101,  Pub.  L  99-571, 100 
Stat.  3209  (15  U.S.C.  78o-5{b)(l)(A),  (b)(2)). 

4.  Section  402.2  is  amended  by 
redesignating  paragraphs  (e)(l)(vi),  (vii), 
and  (viii),  as  (eXl)(vii),  (viii),  and  (ix) 
respectively;  adding  a  new  paragraph 
(e)(l)(vi);  and  revising  newly 
redesignated  paragraphs  (e)(l)(vii), 

(viii),  and  (ix),  and  (g)(l)(iv)  to  read  as 
follows: 

§  402.2  Capital  requirements  for 
registered  government  securities  brokers 
and  dealers. 

***** 

(e)  *  *  * 

(1)  *  *  * 

(vi)  Securities,  other  than  equity 
securities,  issued  by  international 
organizations  that  have  a  statutory 
exemption  from  the  registration 
requirements  of  the  Securities  Act  of 

1933  and  the  Securities  Exchange  Act  of 

1934  provided  their  changes  in  yield  are 
closely  correlated  to  the  changes  in 
yield  of  similar  Treasury  securities, 
including  STRIPS: 

(vii)  Futures,  forwards,  and  listed 
options  on  Treasury  market  risk 
instruments  described  in  paragraphs 
(e)(l)(iM'd)  of  this  section  or  on  time 
deposits  whose  changes  in  yield  are 
closely  correlated  with  the  Treasury 
market  risk  instruments  described  in 
paragraph  (e)(l)(ui)  of  this  section, 
settled  on  a  cash  or  delivery  basis; 

(viii)  Options  on  those  futures 
c  cm  tracts  described  in  paragraph 
(e)(l)(vii)  of  this  section,  settled  on  a 
cash  or  delivery  basis;  and 
(ix)  Unlisted  options  on  marketable 
Treasury  bills,  notes  or  bonds. 
***** 

(g)  *  *  * 

(1)  *  *  ‘ 

(iv)  Credit  volatility  haircut  The 
“credit  volatility  haircut"  equals  the 
product  of  a  credit  volatility  haircut 
factor  of  0.15  percent  and  the  dollar 
amount  of  the  larger  of  the  gross  long 
position  or  gross  short  position  in  those 
Treasury  market  risk  instruments 
described  in  paragraphs  (e)(l)(iii),  (iv) 
and  (v)  of  this  section  that  have  a  term 
to  maturity  greater  than  44  days, 
including  futures  and  forwards  thereon, 
settled  on  a  cash  or  delivery  basis,  and 
futures  and  forwards  on  time  deposits 
described  in  paragraph  (eKl)(vii)  of  this 
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section,  that  have  a  term  to  maturity 
greater  than  44  days,  settled  on  a  cash 
or  delivery  basis. 

5.  Section  402.2a  is  amended  by 
revising  paragraphs  (a)(l)(iii)(B), 
(a)(l)(iii)(C),  (a)(l)(iv)(B)  and 
(a)(l)(iv)(C);  by  adding  paragraphs 
(a)(l)(iii)(D)  and  (a)(l)(iv)(D);  by  revising 
paragraphs  (a)(3)(i)(A)  introductory  text, 

(а) (3)(i)(A)(J),  (a)(3)(ii)(A)  introductory 
text  and  (a)(3)(ii)(A)(l);  by  revising  in 
paragraph  (c)  Instructions  to  Schedules 
A  through  E,  Schedule  A — Liquid 
Capital  Requirement  Summary 
Computation,  Line  3  c.;  Schedule  B — 
Calculation  of  Net  Immediate  Position 
in  Securities  and  Financings,  Columns  3 
and  4,  paragraphs  (4)  and  (5),  adding  a 
new  paragraph  (6),  and  revising  the  first 
paragraph  after  newly  added  paragraph 

(б) ;  and  Schedule  D— Consolidation  of 
New  Immediate  Position  Interim 
Haircuts  with  Gross  Futures  and 
Options  Interim  Haircuts,  the  second 
and  third  paragraphs,  to  read  as  follows: 

§  402.2a  Appendix  A— Calculation  of 
market  risk  haircut  for  purposes  of 
§  402.2(g)(2). 

***** 

(a)  *  *  * 

W  *  *  * 

(iii)  *  *  * 

(B)  The  net  long  when-issued  position 
in  a  marketable  U.S.  Treasury  security 
between  announcement  and  issue  date; 

(C)  The  net  long  when-issued  position 
in  a  government  agency  or  a 
government-sponsored  agency  debt 
security  between  release  date  and  issue 
date;  and 

(D)  The  net  long  when-issued  position 
in  a  security  described  in 

§  402.2(e)(l)(vi)  between  announcement 
date  and  issue  date. 

(iv)  *  *  * 

(B)  The  net  short  when-issued  position 
in  a  marketable  U.S.  Treasury  security 
between  announcement  and  issue  date; 

(C)  The  net  short  when-issued 
position  in  a  government  agency  or  a 
government-sponsored  agency  debt 
security  between  release  date  and  issue 
date;  and 

(D)  The  net  short  when-issued 
position  in  a  security  described  in 

§  402.2(e)(l)(vi)  between  announcement 
date  and  issue  date. 


(A)  Gross  long  futures  and  forward 
interim  haircut.  The  “gross  long  futures 
and  forward  interim  haircut"  equals,  for 
each  category  in  §  402.2(f)(1),  the  sum  of 
the  interim  haircuts  on  each  long  futures 
position  and  long  forward  position 
placed,  in  the  case  of  a  futures  or 
forward  contract  which  is  a  Treasury 


market  risk  instrument  except  those  on 
mortgage-backed  securities,  in  the 
category  corresponding  to  the  sum  of  the 
term  to  maturity  of  the  contract  and  the 
term  to  maturity  of  the  underlying 
instrument  at  the  time  of  the  maturity  of 
the  contract  or,  in  the  case  of  a  futures 
or  forward  contract  on  Treasury  market 
risk  mortgage-backed  securities,  in  the 
category  corresponding  to  the  type  of 
Treasury  market  risk  mortgage-backed 
security. 

(1)  For  purposes  of  this  part,  the 
"interim  haircut  on  each  long  futures 
position  and  each  long  forward 
position"  is  the  product  of  the  net 
position  haircut  factor  for  the  category 
corresponding  to,  in  the  case  of  a  futures 
or  forward  contract  which  is  a  Treasury 
market  risk  instrument  except  those  on 
mortgage-backed  securities,  the  maturity 
of  the  underlying  instrument  at  the  time 
of  the  maturity  of  the  contract  or,  in  the 
case  of  a  futures  or  forward  contract  on 
Treasury  market  risk  mortgage-backed 
securities,  the  type  of  Treasury  market 
risk  mortgage-backed  security  and  the 
value  of  the  long  futures  position  or  long 
forward  position  evaluated  at  the 
current  market  price  for  such  contract. 
***** 

(ii)  *  *  * 

(A)  Gross  short  futures  and  forward 
interim  haircut.  The  “gross  short  futures 
and  forward  interim  haircut”  equals,  for 
each  category  in  §  402.2(f)(1),  the  sum  of 
the  interim  haircuts  on  each  short 
futures  position  and  short  forward 
position  placed,  in  the  case  of  a  futures 
or  forward  contract  which  is  a  Treasury 
market  risk  instrument  except  those  on 
mortgage-backed  securities,  in  the 
category  corresponding  to  the  sum  of  the 
term  to  maturity  of  the  contract  and  the 
term  to  maturity  of  the  underlying 
instrument  at  the  time  of  the  maturity  of 
the  contract  or,  in  the  case  of  a  futures 
or  forward  contract  on  Treasury  market 
risk  mortgage-backed  securities,  in  the 
category  corresponding  to  the  type  of 
Treasury  market  risk  mortgage-backed 
security. 

(1)  For  purposes  of  this  part,  the 
“interim  haircut  on  each  short  futures 
position  and  each  short  forward 
position”  is  the  product  of  the  net 
position  haircut  factor  for  the  category 
corresponding  to,  in  the  case  of  a  futures 
or  forward  contract  which  is  a  Treasury 
market  risk  instrument  except  those  on 
mortgage-backed  securities,  the  maturity 
of  the  underlying  instrument  at  the  time 
of  the  maturity  of  the  contract  or,  in  the 
case  of  a  futures  or  forward  contract  on 
Treasury  market  risk  mortgage-backed 
securities,  the  type  of  Treasury  market 
risk  mortgage-backed  security  and  the 
value  of  the  short  futures  position  or 


short  forward  position  evaluated  at  the 
current  market  price  for  such  contract. 
***** 

(c)  *  *  * 

Instructions  to  Schedules  A  through 
E  *  *  * 

Schedule  A  *  *  * 

Line  3  *  *  * 

c.  Enter  the  credit  volatility  haircut 
which  equals  a  factor  of  0.15  percent 
applied  to  the  larger  of  the  gross  long  or 
gross  short  position  in  money  market 
instruments  qualifying  as  Treasury 
market  risk  instruments  which  mature  in 
45  days  or  more,  in  futures  and  forwards 
on  these  instruments  that  are  settled  on 
a  cash  or  delivery  basis,  and  in  futures 
and  forwards  on  time  deposits  described 
in  §  402.2(e)(l)(vii),  that  mature  in  45 
days  or  more,  settled  on  a  cash  or 
delivery  basis.  Money  market 
instruments  qualifying  as  Treasury 
market  risk  instruments  are  (1) 
marketable  certificates  of  deposit  with 
no  more  than  one  year  to  maturity,  (2) 
bankers  acceptances,  and  (3) 
commercial  paper  which  has  no  more 
than  one  year  to  maturity  and  is  rated  in 
one  of  the  three  highest  categories  by  at 
last  two  nationally  recognized  statistical 
rating  organizations. 
***** 

Schedule  B  *  *  * 

Columns  3  and  4  *  *  * 

(4)  Bankers  acceptances; 

(5)  Commercial  paper  of  no  more  than 
one  year  to  maturity  rated  in  one  of  the 
three  highest  categories  by  at  least  two 
nationally  recognized  statistical  rating 
organizations;  and 

(6)  Securities  described  in 
§  402.2(e)(l)(vi). 

Report  all  positions  as  of  the  trade 
date.  If  the  settlement  date  is  scheduled 
for  more  than  five  business  days  in  the 
future  (or,  in  the  case  of  a  mortgage- 
backed  security,  more  than  thirty 
calendar  days  in  the  future),  then  report 
the  position  as  a  forward  contract  on 
Schedule  D.  Also,  under  “Securities 
Positions”  in  the  appropriate  column 
and  category,  report  any  when-issued 
position  in  a  marketable  Treasury 
security  between  announcement  and 
issue  date,  any  when-issued  position  in 
a  government  agency  or  a  government- 
sponsored  agency  debt  security  between 
release  date  and  issue  date,  and  any 
when-issued  position  in  a  security 
described  in  §  402.2(e)(l)(vi)  between 
announcement  date  and  issue  date. 
***** 

Schedule  D  *  *  * 

Report  on  Schedule  D  futures, 
forwards,  and  options  which  are 
Treasury  market  risk  instruments  as 
defined  in  §  402.2(e).  These  futures, 


28986 


Federal  Register  /  Vol.  53,  No.  147  /  Monday,  August  1,  1988  /  Rules  and  Regulations 


forwards,  and  listed  option  contracts 
may  be  based  on  any  of  the  Treasury 
market  risk  instruments  described  in  the 
instructions  to  columns  3  and  4  on 
Schedule  B  or  on  time  deposits  whose 
changes  in  yield  are  closely  correlated 
with  marketable  certificates  of  deposit 
which  are  Treasury  market  risk 
instruments,  as  described  in 
§  402.2(e)(l)(vii).  Options  on  Treasury 
market  risk  futures  contracts  and 
unlisted  options  on  marketable  Treasury 
bills,  notes,  and  bonds  are  also  to  be 
included.  Futures  contracts  may  settle 
on  a  cash  or  delivery  basis.  Any  of  these 
contracts  which  are  being  included  as 
part  of  a  hedge  in  the  calculation  of  the 
other  securities  haircut  must  be 
excluded  from  Schedule  D. 

Report  as  a  forward  contract  any 
position  for  which  the  time  between 
trade  date  and  settlement  date  is  more 
than  five  business  days  (30  calendar 
days  for  a  mortgage-backed  security). 
Any  when-issued  position  in  a 
marketable  Treasury  security 
established  between  announcement  and 
issue  date,  any  when-issued  position  in 
a  government  agency  or  a  government- 
sponsored  agency  debt  security 
established  between  release  date  and 
issue  date,  and  any  when-issued 
position  in  a  security  described  in 
§  402.2(e)(l)(vi)  between  announcement 
date  and  issue  date  is  reported  in  the 
appropriate  category  on  Schedule  B 
under  “Securities  Positions." 
***** 

PART  403— PROTECTION  OF 
CUSTOMER  SECURITIES  AND 
BALANCES 

6.  The  authority  citation  for  Part  403 
continues  to  read  as  follows: 

Authority:  Sec.  101,  Pub.  L.  99-571, 100  Stat. 
3209  (15  U.S.C.  78o-5(b)(l)(A),  (b)(2)). 

7.  Section  403.1  is  revised  to  read  as 
follows: 

§  403.1  Application  of  part  to  registered 
brokers  and  dealers. 

With  respect  to  their  activities  in 
government  securities,  compliance  by 
registered  brokers  or  dealers  with 
§  240.8C-1  of  this  title  (SEC  Rule  8c-l), 
as  modified  by  §  403.2(a),  (b)  and  (c), 
with  §  240.1 5c2-l  of  this  title  (SEC  Rule 
15c2-l),  with  §  240.15c3-2  of  this  title 
(SEC  Rule  15c3-2),  as  modified  by 
§  403.3,  and  with  §  240.15c3-3  of  this 
title  (SEC  Rule  15c3-3),  as  modified  by 
§  403.4(a)-(d),  (e)(2)— (3),  and  (f)-(i), 
constitutes  compliance  with  this  part. 

8.  Section  403.4  is  amended  by 
revising  paragraph  (e)  to  read  as 
follows: 


§  403.4  Customer  protection— reserves 
and  custody  of  securities. 

***** 

(e)(1)  For  purposes  of  this  section, 

§  240.15c3-3(b)(4)(i)(C)  is  modified  to 
read  as  follows: 

“(C)  Advise  the  counterparty  in  the 
repurchase  agreement  that  the  Securities 
Investor  Protection  Act  of  1970  will  not 
provide  protection  to  the  counterparty 
with  respect  to  the  repurchase 
agreement.” 

(2)  For  purposes  of  this  section, 

§  240.15c3-3(b)(4)(ii)  is  modified  to  read 
as  follows: 

“(ii)  For  purposes  of  this  paragraph 

(4),  securities  are  in  the  broker’s  or 
dealer’s  control  only  if  they  are  in  the 
control  of  the  broker  or  dealer  within 
the  meaning  of  §  240.15c3-3(c)(l),  (c)(3), 

(c)(5),  (c)(6),  or  §  403.4(f)  of  this  title.” 

(3)  For  purposes  of  this  section, 

§  240.15c3-3(b)(4)(iv)  is  redesignated 
§  240.15c3-3(b)(4)(iv)(A)’and  paragraph 

(b)(4)(iv)(B)  is  added  to  read  as  follows: 

“(B)  A  person  that  is  a  uon-U.S. 
citizen  residing  outside  of  the  United 
States  or  a  foreign  corporation, 
partnership,  or  trust  may  waive,  but 
only  in  writing,  the  right  to  receive  the 
confirmation  required  by  paragraph 
(b)(4)(i)(B)  of  this  section.” 
***** 

9.  Section  403.5  is  amended  by 
revising  the  introductory  text  of 
paragraph  (d)(1);  by  adding  paragraphs 
(e)(5)  and  (e)(6)  and  by  removing 
paragraph  (f)(3);  and  adding  an  OMB 
number  at  the  end  of  the  section  to  read 
as  follows: 

§  403.5  Custody  of  securities  held  by 
financial  institutions  that  are  government 
securities  brokers  or  dealers. 

***** 

(d) (1)  A  financial  institution  that 
retains  custody  of  securities  that  are  the 
subject  of  a  repurchase  agreement 
between  the  financial  institution  and  a 
counterparty  shall: 
***** 

(e)  *  *  * 

(5)  Computations  necessary  to 
determine  the  amount  required  to  be 
deposited  as  specified  in  paragraph 

(e)(1)  of  this  section  shall  be  made 
weekly,  as  of  the  close  of  the  last 
business  day  of  this  week,  and  the 
deposit  so  computed  shall  be  made  no 
later  than  one  hour  after  the  opening  of 
banking  business  on  the  second 
following  business  day. 

(6)  A  government  securities  broker  or 
dealer  that  is  a  branch  or  agency  of  a 
foreign  bank  shall  make  and  maintain  a 
record  of  each  computation  made 
pursuant  to  paragraph  (e)(5)  of  this 
section  and  preserve  each  such  record 
for  a  period  of  not  less  than  three  years, 


the  first  two  years  in  an  easily 
accessible  place. 

*  -  *  *  *  * 

(Approved  by  the  Office  of  Management 
and  Budget  under  Control  No.  1505- 
0108.) 

10.  Section  403.7  is  amended  by 
revising  paragraph  (b),  the  first  sentence 
of  paragraph  (c),  the  introductory  texts 
of  paragraphs  (d)(1)  and  (2),  and 
paragraph  (e)  to  read  as  follows: 

§  403.7  Effective  Dates. 

***** 

(b)  Confirmations.  The  requirements 
of  §§  403.4  and  403.5(d)  to  describe  the 
specific  securities  that  are  the  subject  of 
a  repurchase  transaction,  including  the 
market  value  of  such  securities,  on  a 
confirmation  at  the  initiation  of  a 
repurchase  transaction  or  on 
substitution  of  other  securities  shall  be 
effective  January  31, 1988. 

(c)  Written  repurchase  agreements. 

The  requirement  to  obtain  a  repurchase 
agreement  in  writing  with  the  provisions 
described  in  §  §  403.4  and  403.5(d)  shall 
be  effective  October  31, 1987,  in  the  case 
of  new  customers  of  a  government 
securities  broker  or  dealer  and  shall  be 
effective  January  31, 1988,  in  the  case  of 
existing  customers  of  a  government 
securities  broker  or  dealer.  *  *  * 

(d)  Disclosures.  (1)  For  hold-in- 
custody  repurchase  transactions  entered 
into  before  the  effective  date  for 
obtaining  a  written  repurchase 
agreement  in  accordance  with 
paragraph  (c)  of  this  section,  a 
government  securities  broker  or  dealer 
that  is  subject  to  §  403.4  shall  furnish  the 
counterparty  with  a  separate  interim 
disclosure  document  containing:  (i)  The 
disclosure  referred  to  in  §  403.4 
concerning  the  Securities  Investor 
Protection  Act  of  1970,  and  (ii)  if 

applicable,  the  following  disclosure: 

*  *  * 

(2)  For  hold-in-custody  repurchase 
transactions  entered  into  before  the 
effective  date  for  obtaining  a  written 
repurchase  agreement  in  accordance 
with  paragraph  (c)  of  this  section,  a 
financial  institution  that  is  subject  to 
§  403.5(d)  shall  furnish  the  counterparty 
with  a  separate  interim  disclosure 
document  containing:  (i)  The  disclosure 
referred  to  in  §  403.5(d)  concerning  the 
inapplicability  of  deposit  insurance,  and 
(ii)  if  applicable,  the  following 
disclosure:  *  *  * 

***** 

(e)  Existing  term  repurchase 
transactions.  Notwithstanding 
paragraphs  (b),  (c)  and  (d)  of  this 
section,  the  requirements  of  §§  403.4  and 
403.5(d)  (with  respect  to  hold-in-custody 
repurchase  transactions],  with  the 
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exception  of  the  requirements  to  confirm 
the  substitution  of  securities  subject  to  a 
repurchase  transaction,  shall  not  be 
applicable  to  any  repurchase 
transaction,  initiated  on  or  before 
August  31, 1987,  that,  by  its  terms, 
matures  on  a  specific  date  after  August 
31, 1987. 

PART  404— RECORDKEEPING  AND 
PRESERVATION  OF  RECORDS 

11.  The  authority  citation  for  Part  404 
continues  to  read  as  follows: 

Authority:  Sec.  101,  Pub.  L.  99-571, 100  Stat. 
3209  (15  U.S.C.  78o-5(b)(l)(B),  (b)(1)(C), 

(b)(2)). 

12.  Section  404.4  is  amended  by 
revising  paragraphs  (a)(2)  and 
(a)(3)(i)(A)  to  read  as  follows: 

§  404.4  Records  to  be  made  and 
preserved  by  government  securities 
brokers  and  dealers  that  are  financial 
institutions. 

(a)  *  *  * 


(2)  Complies  with  the  recordkeeping 
requirements  of  §  450.4(c),  (d)  and  (f)  of 
this  chapter;  and 

(3)  *  *  * 

(i)(A)  A  securities  record  or  ledger 
reflecting  separately  for  each 
government  security  as  of  the  settlement 
dates  all  “long”  or  "short"  positions 
(including  government  securities  that 
are  the  subjects  of  repurchase  or  reverse 
repurchase  agreements)  carried  by  such 
financial  institution  for  its  own  account 
or  for  the  account  of  its  customers  or 
others  (except  securities  held  in  a 
fiduciary  capacity)  and  showing  the 
location  of  all  government  securities 
long  and  the  offsetting  position  to  all 
government  securities  short,  including 
long  security  count  differences  and  short 
security  count  differences  classified  by 
the  date  of  the  count  and  verification  in 
which  they  were  discovered,  and  in  all 
cases  the  name  or  designation  of  the 
account  in  which  each  position  is 
carried; 


PART  450— CUSTODIAL  HOLDINGS  OF 
GOVERNMENT  SECURITIES  BY 
DEPOSITORY  INSTITUTIONS 

13.  The  authority  citation  for  Part  450 
continues  to  read  as  follows: 

Authority:  Sec.  101,  Pub.  L.  99-571, 100  Stat. 
3208  (15  U.S.C.  78o-5  (b)(1)(A),  (b)(2), 
(b)(3)(B));  Sec.  201,  Pub.  L.  99-571, 100  Stat. 
3222-23  (31  U.S.C.  3121,  9110). 

14.  Section  450.1  is  amended  by 
adding  a  new  sentence  at  the  end  of 
paragraph  (b)  to  read  as  follows; 

§450.1  Scope  of  regulations;  office 
responsible. 

***** 

(b)  *  *  *  Procedures  for  obtaining 
interpretations  of  the  regulations  are  set 
forth  at  §  400.2. 

Date:  July  21, 1988. 

Charles  O.  Sethness, 

Assistant  Secretary  for  Domestic  Finance 
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